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FB: INITIATE WITH HOLD; STRONG DISPLAY W/NEW 
BUSINESS POTENTIAL, BUT FAIR VALUED 

• Good Company, Fairly Valued Stock Leads To Hold. We believe Facebook's core 
display business could generate growth rates that exceed overall industry display growth, 
but the FB shares' current 24X 2013E EV/EBITDA multiple assumes significant growth 
from new businesses when the Company hasn't yet optimized its core display business. In 
particular, indications the past year that the Company's premium ad products are not 
performing as well as advertisers would like lead us to believe that until this issue is fixed a 
premium multiple is not warranted. 

• $i6B Offering. Facebook offered 421M shares at $38/share to the public on May 18 
2012. We estimate the offering was valued at 30X 2013E EV/EBITDA. 

• Strong User Growth To Date. Facebook surpassed 900M monthly active users (MAU) 
in 1Q12 and 526M daily active users - 30% Y/Y growth. We believe 35% of the global 
Internet population is on Facebook suggesting upside, all things being equal. 

• Increased Share Of Display Budgets The Past Few Years. Over the past couple 
quarters we spoke extensively with agencies, CMOs, and SEM agencies that represent over 
$3oB in adspend and believe Facebook has increased its share of online display budgets to 
5%-io% from zero just a couple years ago. 

• But Lack Of New Premium Ad Products Weighs On Growth. Facebook released a 
new sponsored story unit in 1Q12 that did not address large advertisers' demands for more 
specific ROI info. As a result, we believe an increasing number of advertisers are spending 
budgets on less expensive self-serve inventory that otherwise would have been spent on 
premium inventory, putting pressure on CPMs and revenue growth. We believe this trend 
will continue until better premium ad products are released and don't see many indications 
of new products reversing this trend soon. 

• Large Mobile Audience. Facebook grew its mobile audience to 488M in 1Q12, almost 
50% of total users. In addition these users are twice as active as PC users, benefitting time 
spent on the site. 

• ROI On Mobile Likely Weak Initially. On the roadshow management indicated it 
would invest significantly this year in mobile as more of its users shift to that platform. In 
addition, we have heard that the recently launched mobile ad unit has been slow to attract 
spend out of the gates and expect advertisers to stick with more traditional mobile ad units 
the next year. As a result, we believe mobile could weigh on margins into 2013. 

• Credits Growing As Revenue Driver, We Wouldn't Be Surprised To See A 
Payments Business. Credits increased from 5% of revenue in 2010 to 18% in 1Q12 after 
Facebook required developers to use it for sales of virtual goods over independent providers. 
We believe the Credits product could be expended to process payments across third-party 
sites in the future. 

• 30% Revenue Growth, Modest Margin Improvement. We forecast 38% revenue 
growth in 2012 and 32% revenue growth from '12E through '16E. We forecast EBITDA 
margins of 53% in 2012E, increasing to 55% by 2016E. We expect large stock-based 
compensation to drive an earnings loss in 2Q12E on a GAAP basis, but expect the Company 
to earn $0.18 in diluted EPS for the full year 2012 and $0.76 in diluted EPS ex-SBC. 
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Ticker Symbol 


FB 


FYE - December 


201 OA 


2011 A 


201 2E 


201 3E 


Market 


NASDAQ 


1Q - March 


NA $ 
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NA 


Stock Price 


$32.00 


2Q - June 


NA $ 
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52 wk High 
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3Q - Sept 
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4Q - Dec 


NA $ 


0.16 
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NA 






Year 


NA $ 
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$ 0.76 


$ 0.68 


Shares Outstanding: 


2,361.0 M 












Public Market Float: 


421.0 M 


P/E 


NA 


62. 1x 


42. 1x 


47.3x 


Avg. Daily Volume 


371 ,000,000 












Market Capitalization: 


$75,552 M 


Revenue ($M) 


$1,974.0 


$3,711.0 


$5,118.3 


$6,756.1 


Institutional Holdings: 


NA 


EV/Sales 


32.9x 


17.5x 


12.7x 


9.6x 
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Capitalization 




Market Value Basis ($M) 


5/24/2012 


% 




Long-Term Debt 


$0 


0.0% 




Plus Market Value of Equity 


75,552 


116.4% 




Less Cash: 


10,667 


16.4% 




Enterprise Value 


$64,885 


100.0% 


Not enough data to form a chart 


Book Value Basis ('000) 


3/30/2012 


% 




Long-Term Debt 


$0 


0.0% 




Other Liabilities 





0.0% 




Book Value of Equity 


12,354,000 


100.0% 




Total Capital 


$12,354,000 


100.0% 





Source: Company reports, Big Charts and CapStone Investments estimates. 

Company Description 

Facebook's mission is to give people the power to share and make the world more open and connected. 
Over 900M people use Facebook every month to keep up with friends, upload an unlimited number of 
photos, share links and videos, and learn more about the people they meet. 
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IMPORTANT DISCLOSURES 

Price charts generated by Jovus, Inc 



To receive price charts on the companies mentioned in this report, please contact CapStone Investments at the 
numbers below. 

CapStone Rating Distribution (as of March 31, 2012): 

Buy: 59% of stocks have this rating (0% were investment banking clients within the last 1 2 months) 
Hold: 37% of stocks have this rating (0% were investment banking clients within the last 1 2 months) 
Sell: 4% of stocks have this rating (0% were investment banking clients within the last 12 months) 

Explanation of Ratings 

Buy: Describes stocks we believe could increase by more than 15% over the next twelve months. 

Hold: Describes stocks we believe could change plus or minus 15% over the next twelve months. 

Sell: Describes stocks we believe could decline by more than 15% over the next twelve months. 

No Rating: Describes stocks we cover on which adequate information to make a recommendation is not available. 

CapStone Equi ty Research Disclosures as of June 1, 2012 



Company 


Disclosure 


AOL (AOL) 


None 


Demand Media (DMD) 






None 


Facebook (FB) 






None 


Google (GOOG) 






None 


Linkedln (LNKD) 






None 


Millennial Media (MM) 






None 


Pandora Media (P) 






None 


TripAdvisor (TRIP) 






None 



ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
CapStone Investments Equity Research Disclosure Legend 

1 . CapStone Investments makes a market in the securities of the subject company. 

2. The analyst serves as an officer, director, or advisory board member of the subject company. 

3. The analyst or a member of the analyst's household has a financial interest in the securities of the subject company (this 
interest may include, without limitation, whether it consists of any a) Long position, b) Short position, c) Rights, d) Warrants 
or e) Futures, g) Put options or h) Call options). 

4. CapStone Investments or an affiliate of CapStone Investments has managed or co-managed a public offering of securities 
for the subject company in the last 12 months. 

5. CapStone Investments or an affiliate of CapStone Investments has received compensation for investment banking services 
from the subject company in the last 12 months. 

6. CapStone Investments expects to receive or intends to seek compensation for investment banking services from the subject 
company in the next three months. 

7. CapStone Investments or its affiliates beneficially own 1% or more of the common stock of the subject company as 
calculated in accordance with Section 13(d) of the Securities Exchange Act of 1934. 

8. The subject company is, or during the past 12 months was, a client of CapStone Investments, which provided non- 
investment banking, securities-related services to, and received compensation from, the subject company for such services. 
The analyst or employees of CapStone Investments with the ability to influence the substance of this report knows the 
foregoing facts. 

9. An affiliate of CapStone Investments received compensation from the subject company for products or services other than 
investment banking services during the past 12 months. The analyst or employees of CapStone Investments with the ability 
to influence the substance of this report know or have reason to know the foregoing facts. 

The analyst(s) principally responsible for preparation of this report received compensation that is based upon many factors, 
including the firm's overall investment banking revenue. 
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Analyst Certification 

I, Rory Maher, CFA, was principally responsible for the preparation of this research report certify that the views expressed in this 
research report accurately reflect his/her (their) personal views about the subject security(ies) or issuer(s) and that his/her (their) 
compensation was not, is not, or will not be directly or indirectly related to the specific recommendations or views contained in this 
research report. 

OTHER DISCLOSURES 

CapStone Investments research, advisory and other services are provided to institutional investors with the explicit understanding 
that payment is required under customary industry commission rates. Continued usage of our research by you constitutes your 
assent to these terms. 

CapStone Investments prepared the information and opinions in this report. CapStone Investments has no obligation to inform you 
when opinions or information in this report change. 

FINRA Regulation has adopted rules that will prohibit research analysts from trading in securities of covered companies during 
specified time periods before and after the publication of research. 

This report is for information purposes only. Under no circumstances is it to be used or considered as a solicitation to buy or sell 
any securities. While the information contained herein has been obtained from sources we believe to be reliable, CapStone 
Investments, a FINRA Member Firm and a Member of SIPC, does not represent that it is accurate or complete, and accordingly, 
should not be relied upon as such. Notwithstanding this, CapStone Investments verifies that the information provided regarding its 
registration status and other material facts, including disclosures made on behalf of its relevant persons and entities are in fact 
accurate. Risk factors and actual results may differ significantly from the information contained herein. This report or any portion 
hereof may not be reprinted, sold, or redistributed without the written consent of CapStone Investments. 

This report is prepared for Institutional Consideration Only. Estimates of future performance are based on assumptions that may 
not be realized. Past performance is not necessarily a guide to future performance. 

CapStone Investments will effect agency transactions in the securities mentioned, on behalf of its clients submitting orders to buy 
or sell. 

CapStone Investments makes its research reports available in real-time to institutional investors through Bloomberg, Thomson 
Reuters, TheMarkets.com, FactSet, Capital IQ and Zack's Investment Research. 

Copyright© Capstone Investments 2012 
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